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1. Union Carbide

2. Filter Plant

3. Standard Corporation

4, Utaka Manufacturing
5. Target Warehouse Distribution

6. Campground / RV Park

7. Historical Church

8. Days Inn

9. Convenience Store
10. Ramada Motel

11. Pilot Truck Stop

12. Hardee's

13. Textile Co.

14. Cogsdill Tool Co,

15. Crane Co.

16. Carolina Awning Co.

17. Mancor

18. Dana Corporation

19. Bulldog Trucking

20. Textile Sewing Co.

21. Standard Warehouse
22. Concrete Co.

23. Standard Warehouse
24. Standard Warehouse
25. Rabon Const. & Concrete Co.

26. Redford Ford

27. Shoney's Restaurant
28. McDonald's

29. Convenience Store
30. Walmart Shopping Center
31. Kmart Shopping Center
32. Dupont Manufacturing

33, Lowe's, Inc.

34, Toyota Dealer
35. Chevrolet Dealer

36. Chrysler Dealer

PLEASE NOTE

Locations are sublecr lo chai'Igp
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EXHIBIT 2

TESTIMONY OF JOHN C. JUDY, JR.



BEFORE
- cc

THE PUBLIC SERVICE COMMISSION OF

SOUTHCAROLINA '"(-,r".,&., "" -.:i-F ViC~

DOCKET NO. 2012-94-S

IN RE:'
)

Application of Palmetto Wastewater )
Reclamation, LLC d/b/a Alpine )
Utilities for adjustment )
of rates and charges for, and modification )
to certain terms and conditions related to )
the'rovision of sewer service. )

DIRECT TESTIMONY
OF

DONALD J. CLAYTON

1 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

2 A. My name is Donald L Clayton. My principal place of business is 301

3 Oxford Valley Road, Suite 1604, Yardley, Pennsylvania, 19067.

5 Q. WHERE ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 A. I am Vice President ofManagement Consulting at Tangibl, LLC.

8 Q. HOW LONG HAVE YOU BEEN EMPLOYED AT TANGIBL, LLC?

9 A. I have been employed at Tangibl, LLC since April 2007.

10

11 Q. PLEASE DESCRIBE TANGIBL, LLC.

12 A. Tangibl, LLC is a professional services finn serving water, wastewater,

13 waste services and energy utilities.



1 Q. W8'AT IS YOUR KDUCATIONAI BACKGROUND?

2 A. I have Bachelor of Science in Civil Engineering and Masters of Business

3 Administration degrees from Rensselaer Polytechnic Institute.

5 Q. PLKASK DKSCRIBK YOUR WORK EXPERIENCE.

6 A. Throughout my career 1 have served public utilities in consulting and

7 executive capacities. Recent assignments include preparation of rate cases, cost

8 of service and rate design studies for gas and water utilities and depreciation

9 studies for electric, gas, water, wastewater, thermal and railroad companies, My

10 work experience is further detailed in my resume which is attached hereto as

11 Exhibit DJC-L

12

13 Q. BO YOU HOI II ANY PROFKSSIONAI CKRTIFICATIONS?

14 A. Yes. I am a Registered Professional Engineer in Pennsylvania. 1 am also,

15 a Chartered Financial Analyst and a Certified Depreciation Professional.

16

17 Q. HAVE YOU HAD FORMAL TRAINING RELATING TO UTILITY

18 ACCOUNTING AND RATKMAKING?

19 A. Yes. I have completed utility accounting and ratemaldng seminars offered

20

21

22

23

by Price Waterhouse and Salomon Brothers. 1 have also completed 5 one-week

programs offered by Depreciation Programs, inc, in the areas of actuarial and

simulated life analysis, forecasting of life and net salvage, and preparing and

managing depreciation studies.
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THK PUBLIC SERVICE COMMISSION OF

SOUTH CAROI INA

DOCKET NO. 2012-94-S

Application of Palmetto Wastewater
Reclamation, LLC d/b/a Alpine
Utilities for adjustment
of rates and charges for, and modification
to certain terms and conditions related to
the provision of sewer service.

DIRECT TESTIMONY
OF

DONALD J. CLAYTON

1 Q. PLEASE STATE YOUR NAME AND BUSINESS A99RKSS.

2 A. My name is Donald J. Clayton. My principal place of business is 301

3 Oxford Valley Road, Suite 1604, Yardley, Pennsylvania, 19067.

5 Q. WHERE ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 A. I am Vice President of Management Consulting at Tangibl, LLC.

g Q. HOW LONG HAVE YOU BEEN EMPLOYED AT TANGIBL) LLC?

9 A.

10

I have been employed at Tangibl, LLC since April 2007.

11 Q. PLEASE DESCRIBE TANGIBL, I,LC.

12 A. Tangibl, LLC is a professional services firm serving water, wastewater,

13 waste services and energy utilities.
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1 Q. WHAT IS YOUR KDUCATIONAL BACKGROUND?

2 A. I have Bachelor of Science in Civil Engineering and Masters of Business

3 Administration degrees from Rensselaer Polytechnic Institute.

5 Q. PI,KASK DKSCRIBK YOUR WORI& KXPKRIKNCK.

6 A. Throughout my career I have served public utilities in consulting and

7 executive capacities. Recent assignments include preparation of rate cases, cost

8 of service and rate design studies for gas and water utilities and depreciation

9 studies for electric, gas, water, wastewater, thermal and railroad companies. My

10 work experience is further detailed in my resume which is attached hereto as

11 Exhibit 8JC-I.

12

13 Q. DO YOU HOLD ANY PROFKSSIONAI CKRTIFICATFONS?

14 A. Yes. I am a Registered Professional Engineer in Pennsylvania. I am also,

15 a Chartered Financial Analyst and a Certified Depreciation Professional,

16

17 Q. HAVE YOU HAD FORMAL T~G RELATING TO UTHITY

18 ACCOUNTING AND RATKMAKING?

19 A. Yes. I have completed utility accounting and ratemaking seminars offered

20

22

23

by Price Waterhouse and Salomon Brothers. I have also completed 5 one-week

programs offered by Depreciation Programs, Inc. in the areas of actuarial and

simulated life analysis, forecasting of life and net salvage, and preparing and

managing depreciation studies,



1 Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE THK PUBLIC

2 SERVICE COMMISSION OF SOUTH CAROLINA?

3 A. No.

5 Q. HAVE YOU PRESENTED EXPERT TESTIMONY IN RATE RELATED

6 PROCEEDINGS BEFORE OTHER REGULATORY AGENCIES?

7 A. Yes. My recent testimonial history is attached hereto as Exhibit DJC-2.

9 Q. WHAT IS THK PURPOSE OF YOUR TESTIMONY IN THIS

10 PROCEEDING?

11 A. The purpose of my testimony is to support the application for rat~erelie of

12 Palmetto Wastewater Reclamation LLC, doing business as Alpine Utilities, which

13 I will refer to fiom time to time in my testimony as "PWR" or the "Company",

14 and to sponsor Exhibit B to the application as filed with the Commission in this

15 proceeding.

16

17 Q. WAS EXHIBIT B TO THK APPLICATION PREPARED BY YOU OR

18 UNDER YOUR SUPERVISION?

19 A. Yes.

20

21 Q. WOULD YOU PI EASE DESCRIBE WHAT EXHIBIT B TO THK

22 APPI ICATION SHOWS?



I A, Yes. Exhibit B consists of 5 schedules, A through E, Schedule A is the

Company's balance sheet as of December 31, 2011, set out by National

Association of Regulatory and Utility Commissioners, or "NARUC", Uniform

System of Accounts, or "USOA", for Class A Wastewater Utilities accounts.

Schedule B is the Company's income statement for the year ended December 31,

2011, including per boolts amounts, pro-forms adjustments, pro-forms amounts at

present rates, proposed increase and pro-forms proposed amounts, again by

USOA account. Schedule B utilizes revenues and expenses for Januar I through

its

10 31,

12

2011, the period when it was owned by PWR Alpine. I should note that an error

was discovered in Schedule B subsequent to its filing with the application, which

13 I will comment upon separately. Schedule C shows the Company's billed

revenue at present and proposed rates by customer classification for the test year

15 ended December 31 2011. Schedule D shows the company's original cost, pro-

16

17

20

21

22

forms additions and retirements, pro-forma original cost, service life, annual

depreciation rate and pro-forms depreciation expense by USDA account for Plant

in Service and Contributions in Aid of Construction, or "CIAC*', as of December

31, 2011. Schedule E shows the actual number of customers and Equivalent

Residential Customers, or "ERCs" for Commercial and Industrial and Residential

(including multi-family) customer classes as of December 31, 2011 and projected

through December 31, 2012.



1 Q. YOU MKNTIONKII AN ERROR IN SCHKBULK B TO EXHIBIT B;

WOULB YOU PLEASE KI ABORATK UPON TIIAT?

3 A. Yes. A pro-forms adjustment of $320,985'elated to capitalized

maintenance was inadvertently 'luded in the Company's revenue requirement

as both an expense and a art of the amortiz ntenance.

As further explained below, PWR is seeking recovery of its capitalized

maintenance costs over a five-year period as a regulatory asset. However, these

sam rvices — Other

Maintenance, on the Income Statement at page 1 of Schedule B. Thus, these costs

10 ($320,985) w ing When the Company

discovered this, they immediately informed ORS. I understand that ORS will

address the effect of t 's error as an adjustment in its testimony supporting its

13 audit report in this matter and for that reason I am not proposing to amend

Schedule B, However, I would note that the a this e

will result in a reduction in the ro osed monthly sewer rate Rom the $34.14 to

$29.87 per single family equivalent

17

19

21

22

PWR1 1o' dd'tl M4

pl ~04,476 t d 'h Apph tl . 7 hl thl 1

revenue, the Company is requesting that the monthly charge per

instead of the

of additional

single family

f
dl,
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equivalent be raised by $ 13.12 &om the current $ 16.75 to the $29.87 figure I just

mentioned.

LAST RKQUKSTK9 FOR

10

THE CUSTjDMKRS SERVEB BY IXK SYSTEM?

A. Th I t pph tt 1 t t dbyth Alp'ystem

was filed in 2008, As the Commission is aware, that application resulted

in the approval of a Settlem nt Agreement which allowed for an operating mar 'n

of 22.23%, the effect of which was to permit a 24.08% increase in the residential

monthly sewer rate to the current $ 16.75 and an equivalent percentage increase in

11 the monthly rates for the various commercial customers served by the system.

12 Thl Itl t b 6 P t ty dl gD 6 91,1007

13

14 Q. WHY IS PWR REQUESTING RATE RELIEF AT THISTIME?'5
A. For the test year ended December 31, 2011, PWR earned a (L96%)

16 p t'g g' b I b I d+ Ip,ldy tl
'

17 a pro-forms basis at present rates, Both the per books and pro-forms operating

18

20

margins are well below the 22,23% operating margin allowed by the Commission

in the last rate case. Without rate relief PWR will be unable to continue to meet

XKK,
its financial obligations and to atjract investment capital for plant expansions and

21 pl t. 0 h I pl I j p dy th C p y'tgtyt
22 continue to provide safe, reliable and efficient sewer utility services to its

customers. PWR is currently making capital improvements to both the



wastewater treatment plant and the underground collection system under a

Memorandum of Understanding (MOU) with the South Carolina Department of

Health and Environmental Control which is discussed in the duect testimony of

Rick Me~le er on behalf of PWR. Since PWR acquired the Alpine system in

A'ugust 2011, it has spent over $3.3 million on such capital improvements, with

more improvements to be made in the near future.

9 OF OPERATION SINCE THE LAST RATE INCREASE?

10 A. It has been approximately

WHAT HAS BEEN TIIK COMPANY'S EXPERIENCE WITH THK COSTS

Q1t&4 Iytm vp'rp~
Mg4

our (4) years ce the current rates were

pl dl t ff t d'htt'h *p th yt h '. a, ftV'2
Increased operational expenses for things such as purchased power, employee

13 salaries, contract services, insurance, etc. have been incurred since the last test

year. In addition„ taxes and depreciation expense have also increased. Customer

15 growth has been relatively low over this time period. Also, the aging

16 irdrastructure of the system has resulted in increased replacements in lines and

17 mains, manholes, pumping stations, the wastewater treatment plant and other

18 parts of the Company's plant. And, the Company has implemented new, on-

19 going operational programs such as right of way clearing and grease trap

20 inspections which have also increased the costs of operation.

21

22 Q. TO WHAT BOES THK CAPITAI IXKB MAINTENANCE INCI,UBEB IN

23 K~IT 13 RKI,ATK?



f,'gl
~
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1 A. Exhibit B includes $ 192,151 of capitalized maintenance during the test

cleaning lines, camera work on lines, root cutting, and removing debris in

s. The costs for these types of activities are generally expensed.

owever, si which resulted

in a number of well-publicized SSO's, PWR chose to perform these activities on

an accelerated basis in order to improve the system and to determine what other

7 work would be needed. Additionally, a pro forms adjustment of $320,985 for

additional expenses related to these types of activities was added for a total of

$513 136 f deferred capitalized maintenance. PWR is seeking recovery of these

10 five-year period as a regulatory asset.

ii (J, Qi5- ri I sitlIJ [g /wc(%(w P

12 Q. HOW WKRK THESE COSTS PRO FORMK9 INTO THK RATE PKIXG?

13 A. These costs were added to Account 186.2, Other Deferred Debits, on the

14 Balance Sheet to be amortized over five years.

15

16 Q. HOW SHOUI II COSTS ASSOCIATKB WITH SATKI 1 ITK SYSTEMS BK

17 HAXDI KB?

18 A. Typically, costs associated with satellite systems would be incurred by the

19 owners of such systems. However, where satellite system maintenance is either

20

21

inadequate or non-existent, as I understand was the circumstance with a number

of satellite systems connected to the Alpine system, it can become necessary for a

22

23

utility to incur some of these costs in order to avoid having necessary utility

system improvements rendered ineffective. Therefore, for the improvements of



1 the type made to the Alpine system to be effective, a utility may find it necessary

2 to make needed repairs to satellite systems to avoid sanitary sewer overflows and

3 excessive inflow and infiltration. PWR found it necessary to address the
+Q IL

'I

4 shortcomings in these satellite systems so that the Alpine system could work

5 effectivel and the benefits to the im rovements it was maldn to t Alpine

system were not lost. In the end, the entire system is improved and the utility

7 customers benefit from these expenses, This issue is further covered in the

8 testimony of Mr. Edward Wa11ace.

10 Q. BA8EB ON THK TEST'EAR BATA AS AMUSTKB, WHAT

11 OPERATING MARGIN RESULTS APTKR THK RKQUESTEB RATE

12 INCREASE IS CONSIBKREB?

13 A. Based on the adjusted test year data and the requested rate, as revised, of

14 $29.87 per ERC per month, the resulting operating margin is 15,00%. The

15 15.00% operating margin is well within the range of operating margins the

16 Commission has recently approved for other sewer utilities. By contrast, I would

17 observe that the operating margin previously approved by the Commission for the

18 Alpine system is 22,23%.

20 Q. PLEASE KXPI AIN HOW TEST YEAR REVENUES ANB EXPENSES

21

22 A. Pro forms adjustments were made to test year revenues and expenses

23 based on known and measurable changes.



2 Q. WHAT ABJUSTMKNTS WERE MADE TO THK PER BOOKS

3 INCOME STATEMENT ON SCHEDULE B?

4 A. The adjustments to the per books income statement on Schedule B include

5 corrections and reclassifications; removal of non-recurring items and items which

6 should have been capitalized I'rom the test year expenses; addition of the cost of

7 new maintenance programs and depreciation expense related to plant added after

8 the test year; annualization of current contract operations„amortization of rate

9 case expense over three years; and the income tax effects of all of the other

10 adjustments. The specific adjustments are detailed at the bottom of Schedule B.

12 Q. HAVE THK COMPANY'S EXPENSES INCREASED SINCE THK LAST

13 RA.TK CASE?

14 A, Yes, they have. For the year ended December 31, 2007, which again was

15 the test year in the last case, total book expenses were $989,000. For the year

16 ended December 31, 2011, which is the current test year, total book expenses

17 were $ 1,726,000,

18

19 Q. HOW DID THE AMOUNTS BOOKED FOR PLANT IN SERVICE, CIAC

20

21

ANB ACCUMULATED DEPRECATION ANB AMORTIZATION OF

CIAC COMPARE TO THK AMOUNTS PREVIOUSLY RECORDED?

22 A. Plant in service increased by approximately $3,6 million due to capital

23 investments. CIAC was increased by $41,000. Accumulated depreciation has

10



continued to reflect Commission guideline service lives and straight line

depreciation as opposed to accelerated tax depreciation which is not permitted

under the USOA. Accumulated depreciation was increased by approximately

$ 887„000. CIAC amortization was similarly adjusted to refiect straight line

depreciation based on guideline fives as opposed to accelerated tax depreciation.

Accumulated CIAC amortization was increased by approximately $61,000.

8 Q. WOULD YOU BRIEFLY EXPLAIN THK METHODOLOGY THK

9 COMPANY USED TO ESTABLISH THE BEGINNING BALANCES FOR

10 PLANT AND CIAC AS OF AUGUST 1, 2011?

11 A. Yes, In 2011 the Company did not acquire all the'ixed assets of the

12 Alpine Utilities system, mainly those related to its office and office machines and

13 equipment. Thus, those fixed assets were eliminated from plant in service and

14 acoumulated depreciation balances on day one. Since then PWR has recorded

15 new fixed assets and accumulated depreciation. CIAC was carried forward using

16 balances which existed at the time of acquisition.

17

18 Q. HOW WAS ACCUMULATED DEPRECIATION RELATED TO PI ANT

19 AND ACCUMULATED AMORTIZATION RELATED TO CIAC

20 ESTABLISHED?

21 A. PWR continued depreciating plant in service and amortizing CIAC based

22 on the same methodologies as allowed by the Commission,

23



1 Q. HOW DO THK PLANT IN SERVICE, CIAC ANB RKI ATKD

2 DEPRECIATION AND AMORTIZATION AMOUNTS AFFECT THK

'3 COMPANY'S REVENUE REQUIREMENT?

4 A. If the Company's plant and C1AC balances are changed, depreciation and

5 amortization expense will have to be adjusted accordingly. Any change made to

6 the allowed level of expenses affects the revenue requirement.

8 Q. HOW WERE TIIK PLANT, CIAC, ACCUMULATEB DEPRECIATION

9 ANB ACCUMULATED AMORTIZATION BALANCES AS OF

10 DECEMBER 31, 2011 BETKRMINKB?

11 A. The August 1, 2011 balances were brought forward based on the additions

12 and retirements from then until December 31, 2011.

13

14 Q. WKRK THERE ANY PRO FORMA ADDITIONS OR RETIREMENTS TO

15 PLANT INCLUDED IN THK BASIS FOR DEPRECIATION IN THIS

16 CASK?

17 A, Yes, the actual additions and retirements affect depreciation expense

18

19

20

21

which is part of the revenue requirement. This includes depreciation expense

related to the pro forms capital additions for the MOU mentioned previously. The

original cost and depreciation schedule on per books and pro forms bases are

shown in Schedule D of Exhibit B.

22



1 Q. WHAT IS THE PROPOSED RATE INCREASE DESIGNED TO

2 ACCOMPLISH FOR THK COMPANYg

3 A. An increase in PWR's current rates is designed to generate additional

revenues that ldll allow the Company to adequately fund its operations, attract

5 capital, comply with regulatory requirements and continue to provide excellent

6 sewer service to its existin an customers,

9 A

DOES THIS CONCLUDE YOUR TKSTIMONYg ~ .3 bl y

Yes. It does.

g w

13
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255 215ad'1,5345/4452 514 . 44 tltt. DONALD J. CLAYTON I i/fee President

Mr. Clayton has over 30 years'xperience in the energy utility industry and management consulting profession. His
experience includes financial and treasury management, including his role as Vice President and Treasurer at DQE,
at that time the parent company of Duquesne Light Company. Mr. Clayton also has extensive experience in new
venture oreation, as President of the AquaSource venture at DQE and President and Chief Operating Officer of
Conjunction LLC in New York State. In his management consulting roles, Mr, Clayton's technical specialties
include public utility valuation, depreciation, plant, rate base, cost of service and rate design as well as economic
analysis and financial modeling.

Mr. Clayton holds a Bachelors of Science in Civil Engineering and a Master of Business Administration from
Rensselaer Polytechnic Institute. He is a registered Professional Engineer in the Commonwealth of Pennsylvania, a
Chartered Financial Analyst, as well as a Certified Depreciation Professional.

Professional Experience

2007- PRESENT.. . „.................TANGIBL, LLC
VICE PRESIDENT —'ANAGEMENT CONSULTING

As Vice President of Management Consulting at Tangibl, LLC, Mr, Clayton is responsible for a wide range of
assignments including depreciation studies for electric, gas, water, wastewater; thermal and railroad companies and
cost of service and rate design studies for electric, gas and water utilities.

2005 — 2007 . GANNETT FLEMING, INC.
DIRECTOR, REGULATORY ECONOMICS 'epresentativeassignments included:

5 Allegheny Energy, Inc., Greensburg Pennsylvania —. Depreciation Studies of Regulated Eleotric Companies in
West Virginia and Unregulated Generation Plant, The studies included development of annual depreciation
rates for regulated electric plant in service in West Virginia and the unregulated generating plant throughout the
system. Elements of the study included a field inspection ofpower plants, major substations, operations centers
and office buildings; discussions with management regarding outlooic; statistical analyses of service life and net
salvage, and caloulation of annual and accrued depre'ciation using several alternative bases and procedures. The
depreciation study for the regulated West Virginia Utilities was filed with the West Virginia Public Service
Commission in September 2006.

Ciii eas Gas and Ca/ca Utility, Indianapolis, Indiana — Depreciation Studies of Gas and Thermal Plant. The
studies involved development of annual depreciation rates for gas and thermal plant. Field inspections of the
facilities were performed, discussions with management regarding outlook were held, statistical analyses of
service life and salvage data were conducted and annual and accrued depreciation were calculated.

5 East Keniucky Poiver Cooperative, Winchesrer, Kentucky — Depreoiation Studies of Electric Plant. The study
involved development of annual depreciation rates for the company's electric plant including generation,
transmission and general plant. The study included a field inspection of power plants, major substations,
operations centers and office buildings; discussions with management regarding outloolc; statistical analyses of
service life and net salvage, and calculation of annual and accrued depreciation, The depreciation study filed
with the Kentucky Public Service Commission in May of 2006 and the Rural Utilities Service in June of2006.

5 Anchorage Parer and Wasletvaler Utility (AJI/IfrU), Anchorage, Alaska — Testimony on Contributed plant and
Depreciation Studies for Water and Wastewater Plant, The first assignment included rebuttal testimony on
behalf of the company related to its accounting treatment of contributed plant. The depreciation studies
included held inspections of the treatment plants, major pumping stations, and offices; discussions with
management regarding outloolci data assembly; statistical analysis of service life and net salvage; and
calculation of annual and accrued depreciation related to pant in service as ofDecember 31, 2005.
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DONALD J. CLAYTON

e Kansas City Southern Railroad (KCS), Kansas City, Missouri — Capitalization Policy and Depreciation Studies
for Kansas City Southern, Kansas City Southern de Mexico, and Texas Mexican Railway. The first assignment
involved development of a revised capitalization policy. The Company's existing capitalization policy and
retirement units catalogue were compared with those of other class I and passenger railroad companies and
revisions were suggested and subsequently adopted by the company. The depreciation studies involved
discussions with management regarding outlook, statistical aging of the subsidiary company property, service
life and net salvage analysis and calculating of annual and accrued depreciation.

e East Resources, Jnc., Pittsburgh, Pennsylvania — Base Rate Case Filing. The assignment involved preparation
of a complete base rate case filing for the Company's West Virginia gas utility division. Exhibits were prepared
in conformance with the West Virginia Commission's filing requirements under Rule 42. Direct testimony was
prepared and responses to numerous data requests were completed. The case was filed in April 2006 and was
settled in September 2006.

2002 -2005 . ......................„.......CONJUNCTION, LLC
PRESIDENT AND CHIEF OPERATING OFFICER

Conjunction LLC was formed to develop a high voltage direct current transmission line from upstate New York to
New York City,

e Responsible for day-to-day activities of the finn, raising equity capital to fund the project and negotiation of
numerous contracts and agreements between the Company and its consultants, lawyers, land owners and
investors.

e Responsible for preparation of the Company's transmission siting filing under Article VII before the New York
Public Service Commission and the FERC filing for merchant transmission line status.

2000-2002. ..... ENERGY LEADER CONSULTING, LLC
PARTNER

Energy Leader Consulting provided strategio consulting to energy comps'nice concerning opportunities related to
electric generating stations.

e Performed acquisition analysis for generating stations, identification of power plant development opportunities
throughout the U.S. market and diagnostic studies for electric generators.

e Led multi-million dollar study for Amtrak to determine the feasibility of using their railroad rights-of-way for
electrio transmission.

1985-2000 .. DQE
VICE PRESIDENT AND TREASURER

PRESIDENT — AQUASOURCE
MANAGER — VALUATION AND PROPERTY RECORDS DEPARTMENT

e Mr. Clayton developed and directed the AquaSource subsidiary where he managed ail aspects of a rapidly-
growing business, including development of the initial business plan, integration of acquisition targets,
recruitment of executive staff, and political and regulatory relations. He also headed the rate case filed in Texas
for a statewide tariff related to the small water and wastewater companies acquired by AquaSource.

e As Vice President and Treasurer, Mr. Clayton was responsible for corporate finance, financial planning,
corporate budgeting, cash management and investor and shareholder relations during a period of unprecedented
organizational and marketplace changes. While he was Vice President and Treasurer, he wss the stranded cost
witness for Duquesne Light Company in their restructuring proceeding before the Pennsylvania Public Utility
Commission.
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DONALD J. CLAYTON

~ Mr. Clayton's first position with DQE was as Manager of the Valuation and Property Records (Fixed Assets)
department, where he wss responsible for the Company's $5+ billion of fixed assets and the construction cost
accounting system, at a time when two nuclear electrical generation plants were being built and added to rate
base. While in this position, he was the company's rate base and depreciation witness in its two largest rate
cases.

1980 — 1985. „, „„„„„„.„„„...„„„„...,................,....,....,....... PRICE WATERHOUSE
MANAGER, PUBLIC UTILITY INDUSTRY SPECIALTY GROUP

e Performed numerous cost-of-setvfce, rate design, depreciation and other valuation and rate related assignments
for electric, gas, water and sewer clients in the public and private sectors.

e Developed a PC based cost of service program and completed a program for evaluating street lighting.

1977- 1980.. ....GANNETT FLEMNG, INC.

Performed numerous studies in the areas of depreciation and cost of service for electric, gas, telephone, water,
wastewater and railroad companies.

a Presented expert testimony before the Pennsylvania Public Utility Commission, the Alaska Public Utilities
Commission and Monmouth County Court in New Jersey,

e Completed assignments for more than 50 companies, including electric, gas, water, and telephone and railroad
clients.

o Participated in the valuation related to the $2.1 Billion conveyance of the former Penn Central Railroad to
Conrail and provided the analytics for three successful tax cases involving more than $300 million in tax
depreciation for the Union Pacific, the Burlington Northern and the Chesapeake dh Ohio Railroads.

Continuing Education

o All programs offered by Depreciation Programs, Inc.
Management training courses offered by the Edison Electric Institute.

e Utility accounting seminars offered by Salomon Brothers.

Professional Societies

Mr. Clayton is an active member of the Society of Depreciation Professional where he is an instructor at their annul
depreciation training sessions. He has taught the basic life analysis course and the advanced course on preparing
and'defending a depreciation study,
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BEFORE

&i 'f&t /p,
THE PUBLIC SERVICE COMMISSION OFr &:."",(''„~ 0 fj'ig]('z

lg,~s/O'

SOUTHCAROLINA

DOCKET NO. 2012-94-S

Application ofPalmetto Wastewater
Reclamation LLC, d/b/a Alpine
Utilities for adjustment
of rates and charges for, and modification
to certain terms and conditions related to
the provision of sewer service.

)
)
)
) DIRECT TESTIMONY
) OF
) EDWARD R. WALLACE) SR.) CPA
)
)

1 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

2 A. My name is Edward R. Wallace Sr. My principal place of business is 10913

Metronome Drive, Houston, Texas, 77043.

5 Q. WHERE ARK YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed as the President and CEO of Ni America Capital Management

LLC, or "Ni America,'" and all of its subsidiaries, which includes the applicant in this

proceeding, Palmetto Wastewater Reclamation LLC, doing business as Alpine Utilities,

which I will hereafter refer to as "PWR" or the "Company."

10



»(s&

1 Q. WHAT IS YOUR EDUCATIONAL BACKGROUND, TRAINING, ANB WORI&

EXPERIENCE?

3 A. I graduated, curn laude, from Texas A&M University with a Bachelor ofBusiness

degree. I am a certified public accountant licensed to practice in the State of Texas. I

have applied to the South Carolina Board of Accountancy for reciprocity. I have worked

with or in the utility industry my entire career and have over fifteen years of experience

in water and wastewater. I was first employed by Coopers & Lybrand in 1978 where I

ultimately became a partner, During my time with Coopers & Lybrand, I served on its

behalf at the Financial Accounting Standards Board from 1986 until 1988, working on

10 projects in the leasing and utility industries, From 1991 until 1995 I worked in

12

13

14

15

16

17

18

19

investment banking, structuring transactions for both private and public companies in the

leasing and utility industries. During those years, I was either a partner of various

regional private firms or employed as a Director by CS First Boston. In 1996 I founded

AquaSource, Inc., (a multi-state water and wastewater company) and led a team of

individuals responsible for completing over 150 transactions in just over two years for

clients involved in the waterlwastewater industry and the propane gas industry. During

that time the business grew from 16 employees with no revenues to over 1,100

employees and almost $200 million in revenue. Beginning in April 2007, I co-founded Ni

America and became President of the water and wastewater utilities that are its

20 subsidiaries. As the Commission is aware, the South Carolina subsidiaries of Ni America

sre Palmetto Utilities, Inc, and PWR, the latter of which owns the Alpine and Woodlands

wastewater systems,



1 Q. WHAT ARK YOUR JOB RESPONSIBILITIES IN YOUR CURRENT POSITIONv

2 A. As President and CEO of Ni AAerica, I am ultimately responsible for all

acquisitions and day-to-day operations of seven utility subsidiaries, serving

approximately 30,000 customers in three states. As President of PWR specifically, my

5 responsibilities include the day-to-day oversight of Company's management, its

6 wastewater treatment operations, customer billing and relations, and supervision of

7. environmental compliance.

9 Q. WHAT IS THK PURPOSE OP YOUR TESTIMONY IN THIS PROCKKBINGv

10 A. The purpose of my testimony is to support the PWR application for rate relief for

11 service provided to customers in the Alpine portion of PWR's service area and provide

12 the Commission with an overview of (1) Ni America and PWR's continuing commitment

13 to bring undercapitalized utility systems into regulatory and environmental compliance

14 and to strive to achieve best industry practices in customer service and operations, (2) our

15 inclu
'

filing of expenses relating to cleaning and re airin certain satellite

16 collection systems which are not owned by PWR but connect t '~n uiastewater

17 trunlc line and, as such, are critical to maintaining environmental integri
'

ollection

18 system, and (3) the proposed capitalization and subsequent accounting treatment of

19 certain underground expenses normally expensed under the NARUC chart of accounts.

20

21 Q. WHAT IS NI AMERICA'S AND PWR'S COMMITMKNT TO REGUI.ATORY

22 ANI) KNYIROMENTAL COMPI IANCE, BEST IN)0USTRY PRACTICES, ANB



3 A.

CUSTOMER SERVICE ANB HOW HAS IT BEMONSTRATEB THAT

COMMITMXNTg

Ni America was founded in April 2007 to acquire small to mid-sized water and

wastewater companies, Ni America's management consists of 17 dedicated employees

with over one hundred combined years of water and wastewater experience. The

members of the management team of Ni America pride themselves on having the

reputation and dedication to bring undercapitalized utility systems into re story and

environmental compliance and striving to achieve best industry practices in customer

10

service and operations. In August of 2011, PWR acquired Alpine Utilities, Inc., which

was an undercapitalized system plagued with numerous Sanitary Sewer Overflows

(SSOs) and desperately in need of plant upgrades and cleaning and repair of its collection

12 systems. IgLgneirf20J~e ente dum of Underst ~OU) with

13 the South Carolina Department of He nd Environme Control DHEC) to make

14 needed improvements and repairs over a five year period to the Alpine wastewater plant

15

16

17

18

and collection system. Mr. R. Stanley Jones, as Ni America's President of South

Carolina, will discuss the details of the work performed in this regard in his testimony,

In summary, we have spent approximately $3.4 million on the improvements and repairs

to date on the work in the Alpine system agreed upon in the MOU and have provided

19 documentation to DHEC as to our progress. We have embraced the exemplary

20 environmental quality performance standards set by Mr. Jones for Palmetto Utilities, Inc.

21

22

and are coaunitted to applying them at PWR. In May of this year, we took steps to

improve our operations performance by engaging a new third-party operator, Utility



10

Partners, Inc., with a larger regional presence, stronger reputation and more experience in

the operations of wastewater utilities of the size of the three systems operated by Ni

America subsidiaries in South Carolina. It is our continued belief that the foundation of

good customer service is communication, which we believe begins with the direct

Company to customer communication opportunities we provide in our Town Hall

forums. Our commitment to customer service through this type of communication, as

well as the addition of facilities, equipment and payment options, is described in detail in

the testimony of Company witness Mr. Rick Melcher. In summary, at Ni America, we

strive to continue to improve our policies, procedures, and customer service with the goal

of becoming the role model for South Carolina privately owned regulated water and

wastewater utilities.

12

13 Q. THK RATE SCHEDULE PROPOSES CERTAIN LANGUAGE PERTAINING TO

14 THIRD-PARTY OWNED SATELLITE SEWER SYSTEMS; WOULD YOU

16

17 A.

18

PLEASE EXPLAIN THK IMPACT THESE SYSTEMS HAVE ON THK

INTEGRITY OF THE PWR ALPINE SYSTEM?

Yes. Our Alpine collection system is somewhat unique in that it has numerous

satellite sewer systems that flow into the Alpine collection system that are not owned by

19 pwR. j. , f th t lilt y t p t j tq I tlv

20

21

22

system components that PWR owns and does not own. A primary obligation of PWR is

to maintain the integrity of the Alpine system and we are committed to increasing its

efficiency and improving the integrity of its collection system. To discharge this



1 obligation we have undertaken, and are in the middle of, a multi-million dollar program

2 to video, clean, and repaix the Alpine collection system. We have learned that a large

3 number of the SSOs experienced by the Alpine system prior to our ownership of it were

4 the result of the lack of maintenance in these satellite systems. Therefore, in order to

5 bring the Alpine collection.system into compliance, PWR is required to not only clean,

6 repair, and video the trunk and feeder lines that we own, but to insure that the satellite

7 systems that feed into the Alpine collection system are constructed and maintained to our

8 standards and in accordance with the regulations of the South Carolina Department of

9 Health and Environmental Control. As it relates to the presence of grease in the Alpine

10 system and the occurrence of SSOs throughout the Alpine service area, cleaning and

11 epairing the system that we own loses its benefit if we caxniot control the satellite

12 Q~ + systems that we do not own. Without control of the grease or bloclcages occurring inf .

13 W these satellite systems PWR will be forced to clean its o lines again and more

15

frequently than it would otherwise on an on oin basis. This unnecessary expense will

be passed on fo customers in rates. Sixnilarly, where a satellite system is not properly

16 constructed and maintained, this results in excessive inflow and infiltration, or "IPI,"

17 which leads to increased transportation and treatment costs that are also passed along to

18

19

customers in rates. Both short-term and long-term solutions are needed to address this

problem,

20.

22 SATEI,ITE SYSTEMS COXMKCTKBt TO THK Al,PPiIK SYSTEM?



1 A. As responsible corporate partner, we are ommitted to keeping the environment

safe for all stakeholders by limiting SSO's in the Alpine service area to the extent

possible. As a responsible ublic utility, we are committed to reducing the costs of

4 maintaining and operating the Alpine system that our customers have to bear. Therefore,

5 in the short term we will continue to clean, repair, and video the satellite systems that

6 feed into our own trunlc line when and if we deem it necessary to maintain our system's

13

15

7 integrity. We seek to recov . 'coss ehaveinc edindoingso. To

8 address the issue on a long term basis, we have also requested in this proceeding that the

9 Commission approve langua e th ex ress authority to re~aire owners of

10 satellite systems to either video, clean, and repair their systems to the same regulatory +00

standards we must adhere to as required by DHEC or to reimburse the Company if it @yP" br.-v"
12 undertakes to do the work when the satellite system owners fail to discharge their

responsibility.& Unfortunately, service termination is not an option in this circumstance 'p
14 due to the fact innocent customers would be adversely affected,

l
g~e&&"

16 Q. IIOW IIIII PWR ACCOUNT FOR UNIBERGROUNII COSTS, SUCH AS

17

18 A.

19

20

21

22

CI EANING ANDRI V1MOING THE COI LECTION SYSTEM.

The Uniform System of Accounts for Class A Wastewater Utilities as outlined by

the National Association of Regulatory Utility Commissioners (NARUC) requires certain

costs, including the cleaning and videoing of collection lines, be accounted for as routine

maintenance expenses in account 736,2 Contractual Services —Other Collection Expenses

- Maintenance. However, because of the circumstances, we accounted for them in a



slightly different manner. Under the MOU, PWR is committed to video, clean, and repair

over 172,000 feet of wastewater collection system within a five year period. That

commitment represents a financial obligation to perform underground work estimated to

cost over $4 million. From a regulatory perspective, those costs do not represent either

10

capital items as prescribed by the NARUC chart of accounts, or period costs that

reasonably should be expected to be incurred at the same level past the five year period of

the MOU. In lieu of expensing those costs on an annual basis, PWR has elected to

capitalize those costs in account 186.2 Regulatory Assets and amortize them over five

years. We believe that our accounting treatment is consistent with the position taken by

other commissions for similar costs. Finhhe, we believe that the proposed treatment of

these costs allows Alpine to recover such costs over a reasonable period without the

customer incurring an unreasonable increase in rates.

13

14 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

15 A, Yes, if does.



BEFORE

THK PUBLIC SERVICE COMMISSION

SOUTH CAROLIN'A

DOCKET NO. 2012-94-S

l 1 I, (~ p j$//t— Q4

Application of Palmetto Wastewater
Reclamation LLC d/b/a Alpine Utilities
for adjustment of rates and charges
for, and modification to certain terms
and conditions related to
the provision of sewer service.

DIRECT TESTIMONY
OF

DONALD H. BURKETT

'I Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

2 A. My name is Donald H. Burkett. My principal place of business is 3101

3 Sunset Boulevard, West Columbia, South Carolina 29171.

5 Q. WHERE ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 A. I am employed as the Executive Vice President of Burkett Burlcett Er.

7 Burkett Certified Public Accountants, P.A. where I have worked since 1976.

9 Q. WHAT IS YOUR EDUCATIONAL BACKGROUND AND T~G
10 AND WORK EXPERIENCE?

11 A. I graduated in 1974 fiom the University of South Carolina with a Bachelor

12

13

of Science Degree in Accounting. I ain a CPA licensed to practice accounting in

South Carolina and a member of the American Institute of Certified Public

14 Accountants. From 1974 iuitil 1976, I worl&ed for a regional CPA firm before



founding Burkett Burlcett @ Burkett Certified Public Accountants, P.A. in 1976. I

am a past President of the South Carolina Association of Certified Public

Accountants. I currently serve as Chairman of the South Carolina Board of

Accountancy, which regulates the licensure and practice of accounting in the State

of South Carolina. I have been involved with auditing, tax retutri preparation,

financial services, and advisory services for my entire career for a variety of

clients, including regulated utilities.

9 Q. WHAT ARE YOUR JOB RESPONSIBLITIES IN YOUR CURRENT

10 POSITION?

11 A. As Executive Vice President of Burkett Burkett k Burkett Certified Public

12 Accountants, P.A. I am responsible for coordinating the day-to-day activities of

13 approximately 15 professional employees.

14

15 Q. HAVE YOU PREVIOUSLY TESTIFIEB BEFORE THK PUBLIC

16'ERVICE COMMISSION OF SOUTH CAROLINA?

17 A. Yes. My recent testimonial history is attached hereto as Exhibit DHB-I.

19

As noted therein„ I have testified before the Commission on behalf of the

pplicaut in the most recent rate relief proceedings involving the Alpine Utilities

20 system, which is now owned by Palmetto Wastewater Reclamation LLC, or

21 "PWR", which is the applicant in this proceeding.

22



3 A. The purpose of my testimony is to support the application for rate relief of

PWR, which I will also refer to from time to time in my testimony as the

'Companli', by addressing its proposed allocation of corporate overhead costs trom

its upstream ownership entities for ratemaking purposes.

ALI.OCATKD TO THE COMPANY?

The costs comprising the proposed corporate overhead allocation include

staff salaries, payroll taxes, benefits, audit, tax return preparation, directors'ees

12

13

and expenses, sponsor monitor fees, contract services, travel, legal services, office

costs, insurance, and communications.

15 Q. 9O YOU BELIEVE THE ALI OCATION OF CORPORATE OVKRHKAB

16

17 A Yes. a LLC, which is in turn owned

23

by Ni America Ca ital Management LLC. Ni America Capital Management

LLC, through various subsidiary entities, owns seven utility systems operating in

South Carolina, Florida and Texas, all of which receive services from it and from

its operating service subsidiary, Ni America Operating LLC. The costs of Ni

America Capital Management LLC and Ni America Operating LLC, are

properly includable in the costs of these downstream utilities if they are



1 consistently allocated. The customers of the utilities benefit from receiving the

2 expertise, the management, tax, and accounting services, and the corporate

3 governance which the upstream entities provide, but bear only a share (or

,5

allocation) of the costs associated with providing these resources. This saves

customers &om bearing in rates 100% of the costs of a separate, full time staff and

6 other resources and expenses incurred in the management of PWR, which they

7 would have to do if PWR maintained a separate, full time staff to discharge these

functions. These overhead costs are necessary for any well run utility and when

shared through corporate overhead allocations, it results in economies of scale and

10 asa . K (ap4 QU~h

@fan

a (UG ~0

Y w h r . Wc wE&Sr

12 Q. YOU MENTIONED YOUR INVOLVEMENT AS A WITNESS IN THK

14

15

16

17 A.

18'0

21

22

23

LAST RATE RELIEF PROCEEDING INVOLVING THK ALPINE

SYSTEM; IS THK ALLOCATION OF COSTS THAT IS SOUGHT BY

PWR IN THIS CASK THK SAME TYPE OF ALI OCATION THAT WAS

ACCEPTED IN THAT CASE?

No, but the principle behind the allocation in each instance is similar. In

the precious rate case, some expenses such as management salaries, rental, and

shared equipment were allocated between Alpine Utilities, Inc. and its affiliate,

Woodland Utilities Inc., which were under common ownership and control, but

not in a parent-subsidiary relationship. That allocation reflected the sharing of

certain expenses between two operating entities and an appropriate assignation of

costs to each, Customers benefitted from that allocation as it avoided the



duplication of costs for each entity. In this case, the allocation is between an

operating utility entity and upstream entities providing services that are no longer

required to be incmred at the operating level and can be incurred more

economically at the upstream company level as it involves incurring costs for

multiple operating utility entities subject to economies of scale.

7 Q. ARE UTILITY HOLBING ANB SERVICE COMPANY STRUCTURES

8 ANB ASSOCIATKB COST ALLOCATIONS COMMON IN SOUTH

9 CAROI.INA?

Yes. There are a number of regulated utilities operating in this State

11 which are owned by holding companies which also own service companies and

12 whose costs are allocated to their downstream entities for ratemaking purposes.

13 And this is something that South Carolina shares in common with many

14 jurisdictions.

16 Q. IS IT YOUR OPINION THAT THE UTILITY HOLBING ANB SERVICE

18

19

20

21

22

COMPANY STRUCTURE ANB THE ASSOCIATKB COST

ALI OCATIONS TO THK OPERATING UTILITIES THEY OWN OR

SERVE IS CONSISTENT WITH THK PUBLIC INTEREST?

Yes, that is my opinion. Customers benefit from the utility holding

company and service company structure because it enables utilities to provide

their services at a lower overall cost than would otherwise have to be incurred and

23 gas.~d'n rates. Also, it helps to insure the financial viability of operating



utilities and promotes economic development in the state by attracting necessary

capital for utility infrastructure that holding companies can obtain and provide to

dovmstream entities at a lower cost than they would incur if they sought capital on

their own. Further, because of the ubiquitous nattue of utility holding and service

company arrangements in this country, economic development is served by the

recognition of such cost allocations. If utility holding and service companies are

not allowed to recover their costs appropriately incurred in support of their

downstream entities in South Carolina, they will not invest in South Carolina and

10

utility systems, such as the PWR Alpine system, will lack adequate capital needed

to improve aging facilities. When capital investment is lessened, the economic

benefits which are associated with it, including jobs and tax revenue, are also

12 lessened. Thus, recognition of valid corporate ov'erhead allocations for utilities in

13 South Carolina promotes economic development.

14

15 Q. IIOKS THIS CONCLUDE YOUR TKST1MONYg

16 A. Yes. It does.



1. Alpine Utilities Rate Case; SCPSC Docket No. 2008-190-S

2. Woodland Utilities, Inc. Adjustment ofRates and Charges; Docket
No. 2007-61-S — Order No, 2007-473

3. Goat Island Water and Sewer Co., Inc. Increase in Rates and Charges;
Docket No. 2008-142-W/S
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